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PREFACE 



The writer of this oaper became aware of the need for some overall 
measuring stick for inventories while attached to the Stock Control Branch 
of the Aviation Supply Office. During these years 19U7 to 19^0, there was 
no measure whereby we could determine what was happening to the vh ole pro- 
gram or see trends up or down in the inventory under our immediate control. 
We could only see what was happening to items, and at times, this was quite 
unsatisfactory. 

Upon being assigned to do an investigation for a paper in the 
Comptrollorship nr o gram, I determined to investigate sources of information 
that might be of help in overall control of inventories and Budgeting 
for procurement of new material. 

I discovered the Bureau of Supplies had made much progress in this 
field and would soon initiate a Financial Inventory Control Report designed 
to furnish thi3 type of inforaatidn. The report looks good, and with the 
improvements contemplated at future dates, it should improve stock 
control. 

I should like to express my deep appreciation to Lt. M. J. Aolin of 
the Stores and Plant Accounting Division, of the Bureau of Supplies and 
Accounts for her nary helpful comments and suggestions. Without her know- 
ledge of development and design of the Financial Inventory Control System, 
its evolution would have been impossible to trace. 
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CHAPTER I 



EARLY ATTEMPTS 

The Navy accounting system prior to 1887 was vested in each individual 
Bureau of the Navy Department. 1 Congress granted appropriations for each 
Bureau and they would, each according to their own system, expend and 
account for their appropriation. Each Bureau individually owned and 
accounted for stores and consumable supplies as well as capital equipment. 

Each Bureau kept its own expenditure accounts and made reports as it saw 
"it. Examples of the early Navy financial inventory control reports are 
Contained in Reports of the Bureau of Provision and Clothing to the 

I 

Secretary of the Navy. The inclusion of inventoiy reports was begun by 
the Bureau of Provisions and Clothing in 181*2.'- These reports include 
issues, receipts and on hand by fiscal year for all clothing and provisions 
shore, on ship and in transit. From the Bureau of Provisions and Clothing 
arly accounting and reports system Navy stores accounting was developed. 

In 1886 the "General Storekeeper" plan was adopted. This plan dis- 
arded the concept of a separate s imply department for each Bureau and a 
General Storekeeper" was assigned to handle all stores and supplies at 
each activity. This was followed in 1888 by int regated financial accounting 



f 



3- Naval Accounting Monthly Newsletter, Volume XVII, No. 2, 

February 195 5 > Bureau of Supplies and Accounts, Navy Department, 
Washington, D. C., p. 68. 

j| ^ Report of Paymaster General of the Navy l8i*2 - lSl*8 Bureau of 

Supplies and Accounts Navy Department (Government Printing Office, p. 16, 
\jashington, D. C. ) 
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for all Navy stores. The paymaster General of the Navy's Report for 1888 
contains the following statement.^ 



"Property Accounts 

"Important progress has been made during the year in im- 
proving and simplifying the system of property accounts ashore 
and afloat. 

"While the main features of the original plan have been pre- 
served, an entirely new system of books and returns has been 
devised, which, it is believed will yield valuable results. 

"A careful classification has been made of all the stores 
and supplies in use in the Navy, which are arranged in seventy- 
one classes. These are the foundation of the present system of 
property accounts. 

"Complete record of all receipts and expenditures of stores 
is secured, the books being kept so that expenditures "for use" - 
i.e., for final consumption by transfer, or by condemnation, are 
separately shown. Balance sheets showing in condensed form the 
aggregate receipts, expenditures, and balance remaining on hand 
under each class will be rendered quarterly accompanied by 
vouchers for purposes of audit. % way of illustration, the blank 
form of balance-sheets devised for this purpose is appended, marked 
C. The returns made on these sheets will be epitomized in the 
Bureau; and for the first time in the history of the Navy it will 
be possible at the end of the fiscal year to make a comprehensive 
exhibit, by classes, of receipts and expenditures of supplies 
throughout the entire Service, and of the total valuation of 
supplies on hand for issue at all shore stations." 

The report of the paymaster General for 1839 contains the following 
statement:^ 



"They (the money value reports of issues, on hand and receipts) 
constitute graphic charts showing in gross and in detail the inward 
flood of new receipts and the outward flow by expenditure and the 
stagrcient pool of accumulated stock. They display the ratio of pur- 
chases to expenditure, and both to supplies on hand." 



3Report of Paymaster General of the Navy 1886 - 189U, Bureau of 
Supplies and Accounts, Navy Department, Government Printing Office 1888 , p.it. 

^Ibid, 1889 P. 9 
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The value of total Navy stores in 1889 was reported at sixteen and 

one half million dollars. Compared with the twelve plus billion dollar 
inventory today it is readily understandable how such glowing accomplishments 

could be reported from the analysis of the seventy-one class. Today the 
problem is not so simple nor can such glowing claims be made. If the Navy 
were to state its goal to accomplish the ultimate in financial inventory 
control the objectives would be the same as those reported accomplished 
in the Paymaster General's Report of 1888. 

However, in retrospect it appears that the system did not work as 
well as reported by the Paymaster General. The Bureau of Supplies and 
Accounts Newsletter, in its report on Navy Accounting, states the following:^ 

The act of 30 June 1890, making all supplies common property 
of the Navy caused another accounting reform, for previous to this 
Congressional action, all supplies had been carried on separate 
sets of books in each Bureau and hazily arranged into 72 classes. 

With the new program, all supplies were carried in 32 classes under 
U general accounts. It was definitely an improvement. 

"Although the storekeeping and accounting procedures were in 
safe hands under Bu-SandsA, the appropriations program was in 
very bad shape. The naval establishment was in a period of rapid 
growth under the patronising eyes of the Teddy Roosevelt admin- 
istration and, accordingly, approprJ ations were leaping into 
figures previously unknown to Navy ’finance. 

"In spite of this happy trend, the system of naval appropriations 
was both cumbersome and inefficient. Congress, in an effort to 
control the public cash at its disposal, had formulated an appro- 
priation breakdown that was both remarkable and ridiculous. 



^Financial Report Fiscal Year 19 5h, Navy Department, Office of 
Comptroller, Nov. Exos Publication p. 1170, Government Planting Office, 
Washington, D. C., 195U, p. 9 

&Naval Accounting op. cit. p. 69 



"Navy appropriations were pinpointed to 3 uch a degree that bills 
would come from the congressional chambers staggering under as many 
as 2h0 major expenditure headings. 

"This fantastically detailed method of appropriating funds 
restricted each bureau to a veiy definite sum to be spent for each 
very definite project and to re-allot the appropriation, the bureau 
had to have a new bill passed by Congress. Besides the huge number 
of expenditure heads tacked to each appropriation, such obsolete 
headings as..."... the maintenance and repair of oxen" or "preser- 
vation of timber wheels" were found year after year in Navy appro- 
priation bills. Questions were often bandied about as how to repair 
an ox or what a "timber wheel" was. 

"In addition, items such as. . ."expense of the naval clothing 
factory, telegrams, yeoman’s stores, safes, newspapers dad ice," 
v/ere strangely enough linked under a single subhead. 

"The cure to the strange disease seemed to be a simple one... 
consolidation of all these heads into a general appropriation. 

"The Bureau of Supplies and Accounts, obviously sick and tired 
of the situation, blasted the appropriation system with a sizzling 
annual report. It said,"The present plan is so completely fallacious 
that it is to be wondered at that, of the many efficient business 
men in Congress, none have demanded a consolidation of appropriations 
be effected. 

"Despite this vigorous protest, it wasn't until a new system of 
cost accounting was presented in 19lU that any attempt was made 
to correct the system and the reason for slow change lay partly in 
Congress' reticence to give up purse-string control of Naval money 
and partly the Bureau's desire to maintain independent status in 
all matters. The combination did not make for a smooth approach to 
any change." 

The early history gives some idea of the trends of early financial 
stores accounting. There was much valiant effort but progress was slow. 

World War I and the period that followed saw more slow progress. 
Central stores custodty was maintained but stores" accounting and appro- 
priation accounting or any type of successful financial inventory control 
wss not accomplished. 

The second World War was, of course, a great upheaval and accounting 
and financial control were almost lost in the shuffle. The principal 
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accounting consisted of fidelity accounting by the station and ship supply 
officer. 

When World War II ended the fidelity stores 1 accounting was 
strengthened and reemphasised but financial inventory control was not 
att emoted. The tremendous growth of the supply system had left accounting 
completely behind. About all that was known was the total amount in each 
stores class of each the Appropriations Purchase Account and the Naval 
Stock Account material. These figures were not completely accurate as 
the Pacific roll-up was still in progress and much was material even in 
Continential United States just never was taken up in the Stores accounts 
of accountable officers. 

In 19U7 shortly after the end of the World War II, the Navy 
intergrated supply system was established. Inventories of stores were 
either Bureau or Supply Demand Control Points Managed. Although the 
number of stores classes had been increased from the 32 of 1890 much 
material under each supply manager was of a common class with that of 
another supply manager. Store class prefexes were adopted (or other 
distinguishing marks) for item control to designate the supply manager 
but this refinement was not incorporated in the financial accounting 
system. In many cases the ownership of material was uncertain, and 
arbitrary assignments had to be made. 

After World War II the Navy budget remained large. Charges of 
waste and inefficiency were made in many quarters. 

The Budget and Accounting Act of 1921 had established the Bureau 
of the Budget and the National Defense Act of 19ii7 established the Depart- 
ment of Defense. With the return of peace, budgets had to be justified 
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in detail to each reviewing authority. 

To cope with this situation the Secretary of the Navy had established 
an office of Budget and Reports to coordinate the Navy budget. Navy stores 
procurements were items of major significance in the Navy budget. On 
V~> July 19U7 the Secretary of the Navy issued a letter? outlining financial 
information that would be required in justification of supplies and stores. 
This letter directed that budget justification involving requests for 
supplies and material should be submitted with a schedule of stock on 
hand, accurate figures on rate of issue and other pertinent information 
which proper budgeting demands. As the Navy procured thousands of items 
annually the request had to be summarized by some common denominator and 
money was the only common denominator known. Frevious to this letter, 
ALMAVSTA 15 dated 28 April 19U7 was issued. This communication directed: 

"That Conmadants assure themselves that all materials, less 
certain exceptions, be transferred to the custody of accountable 
supply officers in order that proper usage data could be acquired 
for realistically supporting appropriations as well as property 
determining replenishment requirements." 

The situation continued with no definite solution overall until late 19U8 

when, on November 5, a letter was issued appointing a Board to Recommend 

Proper Procedure to Effect Separation and Reporting of Inventories of Material 

in Appropriation Purchases Account to Cognizant Bureaus/ The Senior Member 

7dec Nov letter m 620/11 :hke Serial 791 dated 15 July 1?U7 

'^Letter from the Chief of Bureau of Supplies and Account to 
Captain C. J.. Hturter and others BU S arid A* OS/016-3 (OPS Serial 0281*0 
dated 5 November 19U8. 
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of this Board was Captain C. J. Harter, USN, and from him the Board took 
its name and is commonly known as the Harter Board. 



CHAPTER II 



THE HARTER BOARD 



The Harter Board net, beginning on 5 November 1?U8, and submitted a 
preliminary report of the Board for Review and Approval of its Plan to the 
Chief of the Bureau of Supplies and Accounts on 13 December 19U3.-*- Captain 
Harter, in a letter of lU December 19U8 to the Chief of the Bureau of 



Supplies and Accounts, states the following:^ 

"1. Bureau of Navy Department are not receiving factual data concern- 
ing transactions and inventories of APA stocks procured with funds 
under their control. To meet this situation for budget purposes. 
Bureaus estimate inventory balances and consumption of material. Some 
estimates are sound, but others are guesses. Consequently if estimates 
can be supplanted by factual data, justification of budget is simpli- 
fied and will preclude adverse effects. 

"2. Pursuant to reference (letter convening Harter Board) discussions 
were held with representatives of Bureaus, Office of Naval Research, 
and Office of Budget and Reports to develop procedures for providing 
Bureaus with information on APA material under their cognizance. As 
a result, a Plan was developed as set forth in enclosure (A) (the 
Harter Board Report). It is summarized as follows: 



"(a) From 1 January to 31 March 19U9, APA Stock Record Cards 
will be market to show cognizance. 



Report from Board to Recommend Proper Procedures to Effect Separation 
and Reporting of Inventories of Materials in Appropr iat i on i'ur chas es Account 
to Cognizant Bureaus to Chief of Bureau Supplies and Accounts Subject Pre- 
liminary Report of Board Submitted for Review and approval of plan dated 13 
December 19 U8. 

^Letter from Board to Recommend Proper Procedures to Effect Separation 
and Reporting of Inventories of Material in Appropriation Purchases Account 
to Cognizant Bureaus to Chief of the Bureau of Supplies and Accounts Subject 
Synopses of Preliminary Report of Board Submitted for Review and Approval 
of Plan signed by C. J. Harter, Dated lU December 19U8. 

- 8 - 
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"(b) From 1 January to 31 March 19l*9, monthly AFA Returns will 
be submitted as heretofore. 

"(c) Effective 1 April 19 U9, APA Stores Classes will be divided 
into sub-classes by cognizance. Initial entries on APA 
Class Cognizance Ledger Sheets will be result of extending 
money value of each APA Stock Record Card by class and 
cognizance. 

n (d) Special APA Class Cognizance Reports will be submitted to 

BuSandA on or about 1$ May 191*9 covering on hand Inventories 
as of 31 March 19h9. 

"(e) BuSandA will consolidate these to determine on hand inventory 
values as of 31 March 19 U9 by cognizance and submit this 
data to SDCP's and Bureaus concerned. 

"(f) Activities submit quarterly APA Stores return to include 
APA Class Cognisance Reports covexing money values of 
transactions and inventory balances by cognizance for 
1 April to 30 June' 19li9 . BuS and A consolidate these 
reports and submit them to SDCP's and Bureaus. These 
reports will provide data not presently available for 
preparation of budgets, control of material and logistic 
planning. 

"(g) After 30 June 19 U9 submission of APA Stores Returns will 
be discontinued for afloat activities, except tenders. 

" (h) Beginning 1 July 19 U9, APA Stores Returns and APA Class 
Cognizance Reoorts will be submitted semi-annually by 
shore activities and tenders. 

"(i) At such time as BuSandA can implement this phase of the 

program, semi-annual APA Stores Returns will be submitted 
to Naval Regional Accounts Offices in lieu of BuSandA, and 
these offices will audit the accounts, conduct abstracting 
and summarization details, and prepare reports, in summary 
form, to SDCP's, Bureaus, and Bureau of Supplies and 
Accounts, the latter data serving to feed into the Registers. 

The report goes into considerable detail concerning the philosophy 

behind its plan and as a part of its concept states as follows: 3 

"The Board held to basic concept of Navy Supply Plan but endeavored 
to conform to accepted commercial practice that management control 



^Report of dated 13 December Gp cit 
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over material requires both fiscal and item review; Navy Supply Plan 
contemplates item review by Supply Demand Control Points; that such 
item review should be supplemented by fiscal review and reports 
should serve primarily as a tool of management and secondly, to meet 
statutory requirements placed on Bureau of Supplies and Accounts as 
accounting agency for Navy Department." 

To obtain an idea as to the nagniture of the problem and the value 
of the navy inventories under consideration, the Harter Board report is 
quoted as follows 

"The magnitude of problem can be understood by comparing data in 
reference (d) (Nav S and A publication No. 39) for 19U7 with cost of 
Navy as a whole for that year. Total Navy cost is shown as nearly 
6 billions of dollars, while inventory position in Appropriation 

Purchases Account was over eleven billions of dollars It is 

apparent that investment in Appropriation Purchases Account represents 
a lot of money, and it is natural that Bureaus want to know more about 
this material, how it is being utilized; what is rate of usage; and 
what is available for continued use; what is obsolete, etc. The 
Bureaus are able to obtain this data for items under their control; 
it cannot be obtained for items not under their control. 

"The Navy Supply Plan provides means to channel flow of data on 
itams from holding activities to Supply Demand Control Points, and 
Bureaus, through these points, can effectively control allocation of 
funds for new procurement; determination of reserves under policies 
set \rj Chief of Naval Operations; designation of obsolete, obsoles- 
cent and excess materials, etc. It is not practicable, however, 
always to translate these decisions by items, into dollar values, 
for inclusion in reference (c) (Utilisation of Inventory - to 
accompany Budget data). Neither is it practicable, as yet, to report 
inventory position and utilization of inventories in terms of both 
dollars and items. 

"Control of materials should be exercised both by items, and by 
money value. The Board considers coverage of item review by Supply 
Demand Control Points, as now administered, a practical coverage, and 
nothing would be gained by increasing this coverage. But it should 
be practicable to supplement the item review for activities included 
in the coverage by a dollar review of these activities, and then 
police areas not covered by item by means of dollar data, so 



'^Report of dated 13 December Op cit 
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determination could be reached whether such activities should be 
included in the coverage because of extent of holdings or cleared 
of stocks because usage does not justify retention. Separation of 
money reports by Supply Demand Control Points should permit reports 
to these Points on both activities under coverage and activities not 
covered by reporting system. Even a knowledge of total money value 
involved in activities not under coverage, for any specific Supoly 
Demand Control Point, would be significant, and details of this 
difference, by activities, would permit action to be taken." 

Another fact noted by the Harter Board Report of 13 December was as 

ollows : 3 



"All Bureaus are concerned with material not under accountable 
officers and not subject to any reporting procedure. Proposal to 
give greater impetus to placing all material under an accountable 
officer was presented to the Bureau by reference (c) ( Board Report 
dated 2 6 November 19U8 to BuSandA (QMS) on attainment of inventory 
control pursuant to provision of AlNqvSta 15/U7 concerning Material 
in Custody of non-accountable officers)." 

The Harter Board Report recommendations were adopted almost in their 
entirety. The instruction from the Bureau of Supplies and Accounts imple- 
menting these instructions was published 18 March 19U9 and states the 



illowing: 



.u 



"References (a) and (b) (Early Instructions to Field Activities) 
requested that activities holding material in the Appropriation 
Purchases Account (except Medical Stores) subdivide the stock records 
into groups by inventory control cognizance and mark each Stock 
Record Card Insert (SandA Form 769) or mechanized equivalent with 
the approved cognizance symbol which would designate the Bureau, 

Supply Demand Control Point, or office to which the item is assigned. 
Reference (a) further stated that instructions would be issued re- 
quiring a special money value report of inventory by cognizance as 
of 31 March 19 U9, to reach 3uSandA by 10 May 19U9> and the establish- 
ment of class cognizance accountability records. This letter contains 
these further instructions and covers all material in APA with the 
exception of Medical Stores. 



pReDort of dated 13 December Op cit. 

^Letter from Chief of Bureau of Supplies and Accounts to Commandant of 
Navjal Districts and River Commands and Chiefs of Air Functional Training 
Commands Bureaus Boards and Offices Navy Department, all Supply officer Ashore 
Subject Appropriation Purchases Account Stores Accounting, Instructions for 
(BuJ S & A Ltr JL/L 11-2 (6) (5 - 11 FWC) res dated 18 March 19U9 
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"B y reference (c) (Previous Instruction to Field Activity) all 
activities were advised that the cognizance codes outlined in 
reference (a) were to be considered accountability groupings and 
that no attempt should be made to include the codes as part of the 
stock number unless such action was directed by the cognizant Bureau 
or Supply Demand Control Point. A review of field procedures has 
revealed that this procedure is working a hardship on the field 
activities. As a result, it has been considered that the account- 
ability codes should be made an inherent part of the stock number. 

"References (a), (b) and (c) are hereby cancelled and the 
applicable portions of these references are included in enclosures 
(D) (procedures to be utilized in maintenance of Class Cognizance 
Ledgers) and (E) (Instructions for Grouping Stock Records and 
Changing Stock M umber prefexes). It is to be emphasized that certain 
cognizance symbols have been changed but it is considered that such 
change will not affect the work accomplished by the field activities 
to date. 

"The steps to be taken to implement the new class accountability 
procedures are as follows: 

"(a) Close and submit APA returns for March 19U9 as heretofore 
but without the submission of the Class Balance Sheet 
(S'xA Form 257) for the period 1 January to 31 March 191:9. 

"(b) Submit Special APA Class Cognizance Reports of inventory 
by cognizance as of 31 March and 30 June. These reports 
will be due on 15 May 19U9 and 15 July 19 1:9 respectively. 
Instructions covering the preparation and submission of 
these reports are outlined in enclosure (A). (Instructions 
covering preparation and submission of the Special Class 
Cognizance Report) 

"(c) Open new Class Cognizance Ledgers. Instructions covering 
the establishment of these ledgers are outlined in 
enclosure (B). (Instructions covering the opening of 
Hew Class Cognizance Ledgers) 

"(d) Compare the closing balance of APA material by class as 

shown on the Class Ledgers for 31 March 19U9 and the total 
value of APA material by class as shown on the opening 
balance on the new Class Cognizance Ledgers of 1 April 19U9. 
The differences disclosed by this comparison will be re- 
ported on one gain invoice and one loss invoice. Each 
invoice will be itemized by class and the totals will be 
reported on the earliest practicable APA Balance Sheet 
(HavSandA Form 157) under separate captions marked 
"Cognizance Gain" and "Cognizance Loss". 

"The A?f Balance Sheet will be submitted monthly as heretofore. 
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"Information submitted as a result of the instructions included 
herein will be consolidated by BuSandA and statistical reports for 
budgetary purposes will be submitted to Bureaus, Offices and Supply- 
Demand Control Points as required. 

"In addition to the cognizance breakdown of APA material a further 
refinement in the breakdown of receipt and expenditure transactions 
will be necessary. Further instructions concerning this refinement 
will be issued in the near future for implementation on 1 July 19l*9. 
BuSandA will conduct a trial test of this additional refinement in 
the Norfolk Area and will forward developed procedures to major 
activities for comment. The final procedures as developed and approved 
will be placed in effect on 1 July 19 U9. " 

The Navy as of 31 March 19li9 received its initial report of inventory 

i 

by dollar value by Inventory Management . 

It is interesting to note that after taking over a year from the 
time of the Secretaries letter of July 19U7 to take any action, once a 
Board was convened on 5 November 19^8 a plan was designed by lU December and 
the initial report was received on 31 March 19ii9. 

There was considerable divided opinion in the Bureau of Supplies 
and Accounts over the value of monetary control of inventory. A statement 
made by the Chief of the Bureau of Supplies and Accounts when he was 
Aviation Supply Officer is quoted in part 

"Mr. Lems (Deputy Budget Director of the Bureau of Aeronautics) 
has stated that there are two jobs to be performed and if they are 
performed they should be brought into agreement. I believe that is 
highly desirable. One of the jobs to which I believe Mr. Lewis 
referred is monetary control, which may be exercised through re- 
capitulation of analysis of tlie monetary APA balances. I am 
reasonably sure Admiral Buck (Cheif of SandA) has accepted that 
solution because he realizes that that i3 the only immediate solution 
which is possible of accomplishment by all bureaus. However, it 



c 

"minutes of meeting #18 of the Informal Board to Review the Inter 
gated Aeronauties Maintenance Material and Supply Program Dated 2 U July 19U6 
as submitted by Cmd. Jo Arnold, USN Board Recorder. 



- 14 - 



fails to take into consideration the tremendous amount of material 
we have in long supply, and it would be most difficult to justify 
the items of which we are short supply. I submit to the Board that 
we in Aviation Supply have gone considerably beyond that particular 
scope and I again emphasize the fact that our approach revolves al- 
most entirely around item control which I understand has not yet been 
achieved, at least to the point reached by aviation by the other 
bureaus. Regardless of any analysis that might be made from this 
monetary control, I still assert that we shall be required to give 
justification at least by category and maybe by items. My point is 
simply this, certainly it is desirable to bring the monetary into 
agreement with the item control but all the monetary control in the 
world will not suffice entirely. We don't want to take a step back 
to establish the monetary control when vxe have already established 
the item control. 

"Mr. Lewis stated that the Fiscal Division feels that monetary 
control is the first step in getting the information for additional 
budget justifications. Admiral Foster replied that he agreed with 
that but the monetary control exercised should be based, if possible, 
upon the item justification rather than on balance sheet justifi- 
cation 

"Mr. Lewis pointed out that the list of items does not mean 
anything to the top echelons, to the Bureau of the Budget, or to 
Congress since the only way they can evaluate is to convert to some 
common denominator and the only denominator they know is dollars 

"Admiral Foster stated that most any picture received from a 
presentation on the basis of the recapitulation of balances is bound 
to be most inaccurate regardless of who reads those balance sheets 
so far as any justification of estimates and requirements are con- 
cerned. He stated that this was but an expedient step in the right 
direction representing the only step that is possible of the 
ironed late problem and does not comprise the real answer. 

"Mr. Lewis asked Admiral Foster if he would agree to changing 
that statement to the effect that dollar balances present only a 
general picture or point. Admiral Foster replied that he would add 
that ve have come upon that point of departure to a system by which 
we can give intelligent justifications subject to analysis of ary 
interested parties. Mr. Lewis stated that the problem is that we 
do not have a point of departure. They do not know when to go beyond 
a general summary picture into a detailed summary analysis." 

The feeling of the Chief of the Bureau of Supplies and Accounts about 

the misinterpretation of summary financial inventory data as expressed in 

July 19^6 gives little reason to wonder why he delayed a year seeking other 
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methods before convening a Board and implementing the Navy Office of Budget 
and Reports and Bureau of the Budget Concept that he had expressed fear of 
one year before the Budget Officer had the Secretary issue the July 19 U7 
letter. 

The forces desiring summary financial information for Budget justifi- 
cation had prevailed. The system went into effect in July 19^9. The next 
section will discuss operation under the system. 
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CHAPTER HI 



THE CUSS COGNIZANCE REPORT 

The Instructions contained in the Chief of the Bureau of Supplies and 
Accounts letter of lS March resulted in obtaining the value of inventories 
charged to each inventory manager (Supply Demand Control point or Bureau). 

This report was designed as a statistical type report and was not required 
to be reconciled with the Stores Returns submitted for other purposes. The 
problem still remained to obtain information concerning the money value of 
receipts and issues for each inventory manager. To accomplish this was the 
next task. The Class Cognizance Report was designed by the Harter Board, 
t’o accomplish this objective. The original intent had been to conduct test 
funs for the collection of receipt and expenditure information by the 
inventory manager at an installation in the Norfolk area. This plan was 
changed. On 15 April 19h9 the Chief of the Bureau of Supplies and Accounts, 
with the approval of the Chief of the Bureau of Ships, designated the 
Supply Department of the New York Naval Shipyard as the place to conduct 
the experiments.-’- Two officers of the Bureau of Supplies and accounts 
were sent to New York to conduct the experiments in cooperation with local 
shipyard personnel. The Bureau recognised that the trial should have been 
more thorough but the necessity of getting reports on a navy wide basis for 
fiscal 1950 made publication of instructions prior to 1 July 1950 necessary. 

Chief of Bureau of Supplies and Accounts letter to Commander New 
York Naval Shipyard. JL/L 11-2 (6) (S-lljFWC(des) dated 15 April 19U5, Subject) 

Appropriation Purchases Stores Account Accounting* Trial Installation. 



- 16 - 



-17- 



The letter of 15 April states:* - 

I "A trial installation of the importance of the one proposed 

should be conducted over a period of several months rather than 
one. Likewise the activity to conduct the trial should receive 
more notice than is being given in this instance. BuS and A is, 
however, particularly desirous of installing iri all shore activities 
on 1 July the procedure to be developed at the New York Naval Ship- 
yard and in order to conduct the trial, evaluate the results and 
promulgate the necessary instructions, the limitation of the field 

I installation to the months of Kay is necessary." 

Even with this speed the first full years information would not be 
ready until the fiscal year 1952 budgets had been justified. This was 
almost five years after the Secretary had requested the information and 
six years after the fiscal Director of the Bureau of Aeronautics had re- 
quested this same type of information from the Aviation Supply Officer. The 
information that would be available in the summer of 1950 for inclusion 
in the 1952 budget request would be the result of the first year of operation 
of the Glass Cognizance Report. All information would be subject to 
errors in installing the system; therefore, it is understandable that 
considering the time for the information to generate, the Bureau of Supplies 
and Accounts was willing to install the system on a Navy-wide basis with 
such little trial time and then correct as they went along. 

The team returned from New York and on 10 May 19^9 and reported^ 
to the Chief of the Bureau of Supplies and Accounts that they were ready to 
write the instruction for the Navy-wide system installation. 



IChief of Bureau of Supplies and Accounts letter to Commander New 
York Naval Shipyard. JL/L 11-2 (6) (S-ll:FWC(des) dated 15 April 1?U5, 
Subject: Appropriation Purchases Stores Account Accounting, Trial Installa- 

tion. 

^Kemo from OF U and S 111 to 0? and OMS, Subject : APA Class Cogni- 

zance Store Accounting Installations of a New York Shipyard, dated 10 May 
19U9. 
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The team, upon their return, began preparations of the instructions 
for the installation of the Navy-wide system of class cognizance reports of 
inventories, receipts and expenditures. Much detailed work was necessary. 
Ledger sheets and report forms had to be designed along with the necessary 
detailed instructions for implementation by activities throughout the Navy. 

The work progressed rapidly and the necessary forms and instructions were 
wr5.tten and promulgated by the Chief of the Bureau of Supplies and Accounts 
in a letter dated 31 May 19U9.-^ 

The first report of the Appropriation Purchase Account Inventories 
by Cognizances was received by the Bureau of Supplies and Accounts and 
transmitted to the inventory managers on 23 August 19ii9 . The first Class 
Cognizance report showing desired detailed information oh receipts and 
expenditures in addition bo the value of inventory was received and trans- 
mitted to the inventory managers in November 19U9. This report covered 
operations the first quarter of fiscal 1950. The reoorts have been received 
for each quarter subsequent and with few changes have remained essentially 
the same through the fourth quarter of 1955* 

The interim letter instructions have been superceded by changes to 
Volume II of the Bureau of Supplies and Accounts Manual. 

The Class Cognizance Report wa3 extended to Naval Stock Account 
Material in 1950. The first report was made for the fourth quarter of 19p0 

■a 

Letter from Chief of the Bureau of Supolies and Accounts to Commandant 
of Naval Districts and River Commands and Chiefs of Air Funttional Training 
Commands and Bureaus, Boards and Offices Navy Department, all Supply Officers 
Ashore, all Accounting Officers, Subject: APA Stores Accounting Instructions 

for, (JL/L 11- 2 (6) (S-ll/DF-U) Mn dated 31 May 19h9. 



and it was instituted on a permanent basis beginning with fiscal ye ar 1951. 

Sven before the first Class Cognizance Report was received, doubts 
began to arise as to its adequacy. In a letter dated 16 May 19h9, the Assist- 
ant Chief of the Bureau of Supplies and Accounts for Supply Management 
reports to the Chief of the Bureau of Supplies and Accounts as follows 

"The APA Class Cognisance Accountability Program was to have 
provided the Bureaus with inventory data to be used in preparing 
The Utilization of Inventory' Report. In addition it was con- 
sidered that certain data on procurements (obligations) could be 
obtained from he fiscal records of BuS and A or from the Bureau 
cognizant of the appropriation. 

"A review of the problem has indicated that inventory data 
obtained under the now accounting procedure will not provide the 
necessary data for the Bureau to prepare a utilization of inventory 
report by functional categories except by estimates. In addition, 
our orocurement records are maintained by appropriation without 
bre&kdovn'i as to categories of material. As a result, we cannot 
relate the procurement records either to the class breakdown or 
the functional breakdown . 

"The most recent schedule for submitting budget estimates is: 

"June 3, 1 9h9 Bureaus - Offices submit estimates to OBiR 
September 15, 1 9h9 - The Bureau of the Budget 

"This schedule prevents obtaining ary figures of reasonable 
accuracy for the Bure. ms. The cognizance breakdown of inventory 
on hand will be received in BuSandA not later than lj? May 19 U? . 

The first report of receipt and expenditures by cognizance cannot 
be received and compiled before November 19h9 . As a result, I 
feel that we can provide very little information to the Bureaus 
for the 1951 estimates. 

"I am convinced that we will have very little chance to develop 
procedures and obtain data for the 1952 Budget estimates, unless the 
functional categories are established immediately and remain firm for 
a reasonable period of time . These functional categories will have 



^Mcmo DMS to 0 Subject APA Class Accountability Bureau of Supplies 
and Accounts Letter JL/L 11-2 (6) (S-ll) FWC:dms) dated 16 May 1 9h9> 
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to bo established as the groupings to be used in budget, program 
planning and stocking of material in order to obtain the grouping of 
fiscal and quantitative data that is required for program and budget 
justifications . " 

The program for obtaining the inventory value for each inventory 
hanager by classes left much to be desired in the minds of some people. 

[here were a number of trial procedures developed in the next year or so. 

Some of them are very interesting. These went on simultaneously with the 
Dlass Cognizance Reports which were providing the only system wide information 
available to inventory managers. They still obtained special reports and 
nadc statistical estimates to satisfy that portion of information not supplied 
by this Report. 



EXI-iiUMKTAL FRGCEDURjvS 



At the sane tine the Bureau of Supplies and. /.ccountc was receiving 
am coLip^iing its first Glass Cognisance Reports, certain field activities 
realized the need for noxc financial data to assist in the control of 



inventories. The Electronic Supply Officer was on« of the first to request 
permission to try a plan of its own. This request w«.s the result of the 
Electronic Supply Office being informed it must support its own budget 
request . 



In the spring of 195>1 the Assistant Chief of the Bureau of Ships 
for Electronics informed the Electronics Supply Officer that he would 
be required to substantiate that portion of the budget of the Bureau of 
Ships for maintenance repair parts and tubes required in the Electronics 
Supply System. This was accentuated by the reduction in requested funds 
from the previous year's budget from approximately thirty-five million 
dollars to nine point one million dollars, and lack of information in 
Bu Ships. The Bureau of the Budget and reviewing agencies, in reviewing 
the 19^2 budget, noted that the Electronic Supply system had a proximate ly 
two hundred thirty-six million of inventory of Electronic repair parts and 
tubes and were making issues at a rate of twenty- three million a year. Tills 
meant that at that time on a dollar value basis, the Electronic Supply 
System had a ten year stock on hand. This was in error. The majority of 
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the Electronic items are of a technical nature, which are required for the 
support of Equipments and were procured on a life of type basis under pro- 
visioning procedures. 

To insure that the Electronic Supply office would have background 
information and experience in presenting a budget, two prelirainary runs 
were made at the Bureau of Ships and in the presence of the Assistant Chief 
of the Bureau of Ships for Electronics and certain members of the Office 
of Budget and Reports and the Bureau of the Budget. This presentation 
pointed out numerous 'areas where information was lacking for the substan- 
tiation of a budget figure, for example' 

"Specific question as to vihat portion of the Electronic Supply 
System items were insurance type items. Vihat portion were common 
use items, what portion were available for mobilization require- 
ments as established by the Chief of Naval Operations were without 
answer. The only basic information work sheet on hand was the APA 
Balance sheet which gave a distorted picture of the actual material 
situation." 

Much other information was requested which the Electronics Suoply 

office was likewise unable to provide answers for or only partially answer. 

As a result of this trial run, the Electronics Suoply Office set up 

a staff to analyse and coordinate the data on hand. This staff had as its 

principal objective the financial control and analysis of inventories. This 

staff considered several possibilities, among them establishing activities 

similar to the Aviation Fleet Accounting Offices to consolidate data from 
I 

3tub requisitions . This was the method used by the Aviation Supply Office 
to obtain cost and usage information for support of the budget. It was 
believed that this system was too expensive and consumed personnel which 



•^Special report to Major Field activities on presentation given at 
3ureau of Supplies and Accounts on 9 October 19!?1, entitled "Supply Demand 
Control Point Management Accounting". 
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could be better utilised for nornal supply work. Therefore, further search 
was made for other means of obtaining the data. 

Overtures were made to the Bureau of Supplies and Accounts for 
assistance. It was pointed out that the Electronics Supply Office had 
need for certain financial management information and it was felt that this 
data was available somewhere within the Navy's existing accounting frame- 
work. 

The answer was found in the Financial Detail Card (S'iS Form ?65)> 

wnich was already in use locally to maintain class accountability and 

Stores accounts ledgers. The Electronics Supply Officer prevailed upon the 

Bureau of Supplies and Accounts to have eleven activities with mechanized 

stock control submit the Electronics Supply office copies of their Financial 

/ 

Detail, Cards . This x/as begun in July 1951. The information obtained was 
sufficient to answer most questions in the areas previously left void by 
the centralised reports being received. The use of Financial Data Cards 
j was next extended to the lards and Docks Supply Office. Here, also, 
valuable data was obtained. 

On 9 October 1951* after the Electronics Supply Office had one 
complete quarter's operation with the Financial Detail Card, a presentation 
was made to the Chief of the Bureau of Supplies and Accounts, his deputy, 
the Assistant Bureau Chiefs, and all Division heads. Some pertinent facts 

and comment made at this meet i:\g are:' - 

Caotain Hay ns worth, the Assistant Chief of the Bureau of -Supplies 

and Accounts for Accounting and Disbursing, opened the meeting with the 
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following comment : 



"The subject study, designed, to provide effective supply demand 
control point management accounting, is one of the largest programs 
undertaken by the Bureau in recent years. It has been a study con- 
ducted in close coordination *riih all other interested Divisions of 
the Bureau, with supply demand control points, and especially with 
the trial activity, the Electronics Supply Office." 

Lcdr . Campbell, Director of the Stock Finance Branch, stated: 

"When the Supply Demand Control Points were decentralized 
initially from the Bureaus, the flow of accounting information was 
not decentralized but instead, generally speaking, retained in 
Washington. There was cceated a "Cognizance reporting System" 
to provide the procedure for centralized reporting of material 
classes in Washington." 

While present Stock Status Keports (item reports) now come in 
from "Wholesale" activities reporting to Supply Demand Control 
Points, and reveal substantial item information, there is a need for 
a great deal more information than the present system provides. 

The need for additional information in specific areas is as 
follows: 

1. The need for information on item withdrawal at the end 
of the distribution "pipeline" and its dollar value. 

2. The need for information on items withdrawn from the 
pipeline as related to the consumer and to his purpose . 

3. The acquisition of item inventory assets by means other 
than purchase; reductions of item inventory assets by means other 
than issues to users. 

As further elaboration on item two, if too much money is spent 
for the wrong items or even too much of the right j ten, there 
results a total loss of productive effort. Therefore, there is a 
vital need to know exactly what the "consumer" wants to enable the 
purchaser to procure the right item in the right quantity, at the 
right time. 

Sufficient information now exists in the accounting systems of 
the Navy which can and must be tapped and made useful. It is most 
encouraging that in solving the basic problems of supply, the 
technical skill of the accountant is now being applied. 

kt . ( jg) Mercondante spoke concerning the availability of 
required data for Supply Management in the present Fiscal reporting 
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System. He stated that : 

"Accounting can provide the necessary "vitamins" needed for the 
Navy Supply System, namely. Financial Management accounting. Under 
this plan, each item transaction will bo reported on a Financial 
Data Card. 

These Financial Data Cards will show: 

1. The supporting activity; 

2. The receiving activity or whether the material was for 
Station use; 

3. The nature of the transaction, i.e., transfer, receipt, 
expenditure, adjustment; 

U. The final charge or use to which item was put; 

5 . The appropriation changeable - whose money bought the item - 
the Customer; 

6. ’/Whether this transaction was recurring or non-recurring. — 

In speaking of Cards as they now exist by class only, not by 
item, he stated — 

The Cards now produced by Class can be nut to work in the 
preoaration of consolidated reports of expenditures which can reveal 
a great number of useful data for nanagemant. For example, the Cards 
can reveal for each activity or ship, item transactions. Bureau 
allotments involved, appropriations, replenishable or non-reoleni shable 
items, cost, losses, surveys, unusual trends, adjustment, "trends" 
of material going in or out of Class 265 (damaged but repairable 
material), into and out of Shop Stores and out of the Navy Supply 
System. Also, the Card can be used to show how much it requires 
to activate or convert vessels, both by item and cost. This birief 
list of potential uses is by no means complete. Receipt information 
can be codified and made into useful, easy to comprehend, management 
accounting data. Material is received into the system from purchase, 
from material turned into store, from the national militaiy establish- 
ment, from survey and inventory gains, accounting adjustments, 
standard orice adjustment, material received from other supply officers 
and inter-class and inter -cognizant transfers. 

Such data as these are now available within twenty-five d-ys by- 
class of material. If stock numbers arc shoim on the detail card, 
even more useful information might be included, such as (l) active, 
insurance, and obsolete item data, (2) useful budgetory support 
information, (3) industrial support data, (U) load and allowance 
list information, (5) active and inactive items. 

In conclusion, the data necessary for good supply management is 
found to be available today in present fiscal accounting systems. It 
is an effective tool of management. It can be produced for management 
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within twenty- five days following the close of the month. In short, 
Navy accounting can now come up with the dollar and item answer s to 
many of the problems of management. 

Commander Watson of the Electronics discussed the details of 
the Electronics Supply Office experiment and concluded as follows: 

"The potential use of information to be gained from the card has 
not yet been realized. The program will, of course, take some 
additional people and training to reali 2 e its full benefits. If 
stock numbers were included in the cards, they would reveal individual 
item consumption and would provide a sound bas' s for procurement 
and maintenance of stocks on the most economical basis yet known. 

The ramifications of the program for supply management are far 
reaching and, if realized, would place the Navy Supply System in 
the position that will compare favorably with the most advanced 
industries today. 

Lcdr. Culp, Director of Accounting Operations, presented a plan 
of action to be accomplished. He stated that: "If accounting is 

to be a really effective tool for management of the supply system, 
it must be initiated by the Bureau, used by all Supply Demand Control 
Points, and by mechanized and other reporting activities across the 
board." 

Accounting reports flow from the field, to the management bureau, 
to the Comptroller, and finally to the Treasury and the Bureau of 
the Budget, The Supply Demand Control Point may fit into this 
accounting flow patters, both as a field activity, reporting appro- 
priation matters to a cognizant bureau, also as a "bureau", receiv- 
ing reports from its reporting activities. The proposed use of the 
Financial Data Card would "tap" this flow of information at the 
point where it passes from field activities to the management bureau 
or the Supply Demand Control Point. 

Expansion of the Program vrill not be cheap, it is the Bureaus 
estimate that it tjould cost five hundred thousand dollars a year to 
place the program in full effect. This would include placing stock 
numbers in the Card. 

Lcdr. Culp proposed adoption of the following pro gran of action 
for Supply Demand Control Point Management accounting: 

1. Extend the program to ail Supply Demand Control Points and 
Mechanized Reporting activities? 

2. Bureau indocrination of Supply Demand Control Point personnel; 

3. Build Supply Demand Control Point Comptrollerships. This 
would require a permanent staff, under a Comptroller at 
Supply Demand Control Points under which would be coribined 



all accounting and budgetory functions. 

U. Bring all non-m echnni sod reporting activities into the program; 

S>. Include stock numbers in the Financial Detail Cards; 

6. Vitalize expenditure accounts end activity numbers for supply 

management; 

7. Revise Navy Stock Class structure; 

0. Educate Field Activities. 

The attendants at the Conference were most favorably 1 repressed 
and comments wore as follows: 

Captain Hotter, the Assistant Chief of the Bureau of Supplies 
and Accounts for Supply Kamgonont, said: "As far back a3 194h, 

a group commencing work on the "Integrated Navy Supply Plan" had 
the opportunity of hearing R.Adra. Ba.uernsch.midt Tilth regard to the 
now plan. One of his penetrating questions was "whore is the 
fiscal phase or wheel of the plan?". That question was still 
unanswered in 19h& when the May/ Supply System was completed without 
a "fisc. 'il wheal" ....... 

The program which has been outlined is, in the main, based upon 
transaction reporting sad is basically a procedure for converting 
usage data into a useful tool of supply management. . . . The Navy 
Supply System is a "suction system". That is, as materials are 
used, they demand replenishment which is drawn up through the pipe- 
lines of supply. There is no forced supply in the system; however, 
by virtue . of the fact that it is a suction system there is need for 
a "pulse feeler" to insure that it is geared at all times to signifi- 
cant changes or trends in customer wants... The basic required in- 
formation already exists in „he Navy Supply System and Accounting 
System and the means of applying it has been shown in today's 
presentations. 

F..A dm. Bauernschmidt, the Deputy Chief of the Bureau of Supplies 
and Accounts, states the following: 

"I am extronoly impressed by the potential of the program 
presented. It was not by accident that supply and accounting wore 
united and placed in one Bureau in the Navy Department . Even back 
in the formative years of BuS and A, it was realised that these 
should go hand in hand and were necessary adjuncts to one another. 
However, in the succeeding years, supply grew end was given, in 
moot cases, major attention, while accounting did not grow and, in 
most cases, van ignored and considered as mere bookkeeping, Fortu- 
natoly, that attitude is gone today and accounting i3 now looked 
uoon as an absolutely necessary partner and adjunct to good supply 
management." 



If this program were to be fully realized, the time can be 
foreseen when Congress can be shown exactly what is needed by the 
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Davy in budgetary requests, backed by absolute fact3, ba 3 od on 
accurate, itemised consumer and usage date for the entire Navy. 

Tho nrogran should not be considered as conplote until the possi- 
bilities of extending its principles end concepts to tho lowest 
level of field management have been considered and the program 
eventually applied at individual station level. 

This presentation was rac.de on 9 October 1951 • Supply Demand Control 
point representatives , and the management Accounting Seminar Class were 
present in addition to Bureau personnel. A brief v;a3 prepared and sent 
to principal field supply activities. 

Reaction was not long in sotting in - as evidenced by an oxcerpt 
from an unofficial letter from Hew York Kaval SJiipyard to tho Assistant 
Chief of tho Bureau of Supplies and Accounts for Accounting and Disbursing, 
which is quoted in part : 3 

"Lt, "X" titled to sell us the idea that we could derive 
direct benefit from processing Financial Data Cards to S3CP. The 
value (in theory) of such information to SDCP’s is unquestionable 
in view of the recent requirement s for budgetory information 
placed on them. I state that wo have no intention othor than to con- 
tinue to provide Financial Detail Cords containing ell accounting 
data to ESO, Tide in not a heavy burden because we do not make 
nary Stub Requisition issues of electronic material (invoice and 
stub receipts and expend! tures total 2500 per month), however, 
it does cause us enough extra work that It would be nice if we 
didn't have to do it. Further, to furnish Financial Detail Cards 
for all material is almost out of the question for us without 
additional money and IV-3 people. 

"The foregoing is about all I should say because it covers tho 
part of tho problem that the Supply Department of the shipyard is 
concerned with. I have road and studied the presentations you 
and your boys gave, on 9 Dei. - "Supply Demand Control Point 
Management Accounting" . H — , I'm your friend. You have ability 
to burn. Because of our friendship, I'm going to volunteer advice 
when ~y own best interest might be bettor served by silence, 

"If I read the study ri#it and if Lt. X has tho right dope, I 
think you arc making a mistake in relying on the Financial Data 
Card. I agree with the aim of bettor supply management account in . 
However, tho number of cards involved, if you got one for each 



'Letter Mew York Shipyard to Bureau of Supplies and Accounts 
Ko, 510 GAK:ic dated November 1951. 




item, will be so large that present machines are totally inadequate 
to handle then. As you know, we submit a SSR each quarter for each 
class to each SDCP and. there is one card which summarizes, for 
each item, all issues and receipts for the pa 3 t three months. The 
processing of this quantity of cards is barely within present SDCP 
capacity. As a matter of fact, I understand that sane SDCP would 
like to do more irith these cards but just do not have machine 
capacity. For example, we send about 37,000 stock status cards to 
S3S0 each quarter . The number of G3I Financial Detail Cards for 
a quarter would total about 90,000 under ore sent oroccdures and 
about three (3) times this number if a card were furnished for 
each line item. 

"I do not have tine right now to study the problem as much as I 
would like to, but I *n confident that there is a. good niddleground 
between a Financial Detail Card for each line item of receipts and 
expenditures and the present class cognizance reoort. At any rate, 
before a final decision is made, olea3e be cautious even though 
I know caution is not your "best suit". I would like to recommend 
that your boys study the possibility of providing the desired- 
information by additional coding in the present Financial Detail Card 
and then providing the SDCP a "Summary of the Summary". Also 
let me suggest tliat an attempt be made t-o devise a method to oro- 
vide the required information which will be compatible with the job 
order system. I suggest that you look into the difficulty and 
additional cost that all shipyards will be nut to if they are re- 
quired to furnish Financial Detail Cards containing all accounting 
data for all material. 

Still other factions were against the program of managerial accounting 
which had been outlined. The Inventory Control Division of the Bureau of 
Supplies and Accounts made an extensive investigation of the program and 
concluded: k 



Nothing in the form of reports or statistics has been received 
from the alectrord.es Supply office substantiating the use of Fi- 
nancial Detail Cards. 'When this substantiation is received, use of 
financial detail cards s recommended with the following limitations: 

(l) That they are to be requested from only selected activities, 
(a) That Cards should be requested from only mechanized 
activities that already report stock status to the 
Electronics Supply office and then only from such 
activities as are considered necessary for particular 
studies. 

(2) That they not be stock numbered. 



^Hemo : S llii X to OS; S- liiX L5(NTl;-25 Subject Field Trip to Electronic 

Supply Of fine re The Financial Detail Card dated 23 November 1951* 
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The Inventory Control Division report also recommended a conference 
to establish the specific items needed for budget justification. The view 
of this report was supported by the Inspector General of the Supply Corps 
and many others in the Bureau of Supplies and Accoufrts. In an inter- 
departmental memorandum to the Director of the Accounting Operations Division 
on 1 December 1J?J>1, one of his subordinates reported as follows: 

"I noticed a nano from Adm. 31 arrow to OF wherein ho quoted 
three questions from a report that the subject officer mad© to OS. 

The three questions quoted by 01 were: (1) of the information 

available in the Card, what is actually needed and desired by SDCPj 
(2) why specifically and in detail is the information needed; (3) 
how, specifically will this information then be analysed and how- 
will it bo used? 

"It VTOuld appear, from the questions above, and from t&e manner 
in which Lt. S talked to me, that ho was under definite instructions 
as to the tack he will take (thi3 5.s readily understandable ) . " 

The result of the conference that took place and further attempts 

to analyze the need for the Financial Detail Cord are not evidenced by 

written record. The submission of Financial Detail Cards to the Yards 

and D6cks Supply office was discontinued on 11 January 1952.'’ 

The Assistant Chief of the Bureau of Supplies and Accounts for Accounting 

I 

arid Disbursing was rotated. The new Assistant Chief was apparently not 

convinced of the necessity or advisability of tne use of the Financial 

Detail Card; in ary case in April 1953? the submission of Cards to the 

Electronics Supply office was directed discontinued as of 30 June 1953.^ 

The principal officers who had worked on the Ifenagenent accounting plan 

were rotated and with that the plan died. 



"Telegram BuSandA date time 11:21 22 of Jan. 1951. 

6 Let cer chief of ^nireau of Supplies and Account to Electronic 
Supply Officer FLA ILD/KTU-25 Subject Financial Detail Cards (SiA Form 7 69) 
Submission of dated 17 April 1993- 
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The need for information did not die, however. In February 1 9E>2 the 

Operations Branch of the Inventory Control Division proposed a new Property 

7 

Accounting Plan. The plan is summarized in its preface as follows: 

Property accounting in the Navy falls in two general categories. 
Administrative property accounting and fidelity property accounting. 
The purpose of administrative property accounting is to provide 
useful monetary facts to managers of Navy material on stock they 
control. This includes furnishing the value of stock of material 
as of particular accounting dates, suitably analyzed into classifi- 
cations by commodity nature, and the monetary transactions between 
accounting dates in the sane detail. Fidelity property accounting 
applies to the maintenance of "accountability” within the Navy for 
Navy property and for summation, through various levels of reporting, 
to the general stores account ledgers as controls for administrative 
property accounting and the support for reports to the Congress on 
public funds held in the form of material. 

Navy Supply Demand control points are "Businesses" in a real 
sense. They buy from industry, distribute through the Navy's supply 
channels and sell to authorized customers performing in the process 
all basic functions of a merchandising business excepting those 
connected with sales promotion, advertising, etc. SBCP's are pro- 
vided with Government capital to finance their procurement and dis- 
tribution operations. The control and minipulation of this capital 
to gain the greatest service to customers at the least cost, is the 
task to be done. The least cost means the least outlay of facilities 
and manpower and the least outlay of inventory in the distribution 
system. 

Financial management is required for this task at the Supply 
Demand Control Points in two basic areas; (l) Budget and (2) Stock 
Control. Facts on the capital available and the transactions 
therein are mandatory in the budget process, in that the budget 
statement and justification arc in financial terms. Successful 
budget presentation and execution requires financial accounting for 
all capital available just as in the case of a distributing business 
in commerce. The funds in various stages of the procurement process, 
the material purchased not yet received, the material in finished 
gpods inventory, the material in manufacturing work in process, and 
the material in transit within the system, must all be considered 
as assets and accounted for as part of the capital investment re- 
quired to perform the mission. In stock control, quantative data 
on each item of supply is the language of reporting and action. 
However, monetary information car. help improve stock control through 
its "cornond denominator" function in expressing facts about groups 



^Property Accounting (Proposed Plan) (Draft No. 2) dated February 19 52 
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of items. The budget, ctock control and procurement are ?. trio of 
related functions, all interdependent. The Imdget Ic In monetary 
terms, ctock control is in quantity toms and procurement is the 
meeting ground of tie other two. If properly designed, the 
quentutive reporting system end h c monetary reporting system will 
reinforce each other in this trio of functions* 



The advantages of the plan outlined herein are, it nuts into 
the hands of supply management the basic monetary information that 
i3 needed to prepare 3 tock purchase budgets and to supplement 
quantative resorting; the flow of facts to supply naragers fron the 
lowest ochelon has been shortened* certain reports eliminated, and 
dollars are saved through more pertinent and complete information 
provided in simpler and more direct procedures. It supplements 
administrative appropriation accounting by providing management 



information on the location of funds Which have been converted into 
material. It provides a basis of financial facts for the budget 
review which has never before been completely available and includes 
the recognition of the necessity for controls at aid levels. 



It provides for the flow of basic fidelity accounting fron field 
activities via the UHAG’s to General Stores ledgers, with no change 
to present stores audit and aperopri ation accounting procedures as 
related to stores transactions. The procedures are simplified by 
relieving this process of detail now accumulated therein for supply 
manage; aent . 



This plan, like the plan for management accounting, was not adopted. 
It too was put on the shelf and has proved useful only in keeping th* need 
for more information before management j and as a background for later studies 



l.n the field 



CHAPTER V 



i 



THE DESIGNING OF A FINANCIAL INVENTORY CONTROL REPORT 



During the balance of 19f>2 no plan of ary significance in the field 
of financial inventory control accounting was presented. Much progress was 
made however in the field of item inventory control. 

The Fractionation Program was developed. This program consisted of 
the fractionation of material inventories into segments that identify it 
with relation to its turnover and/or type. The fraction codes adopted are 
as follows:' 1 ' 



Code 

F 

M- 

S 

R 



N 



Fraction and Definition 



Fast 

Medium 

Slow 

Insurance 



High quality and/or high dollar 

demand 

Medium quality and/or medium 
dollar demand 

Low quality and/or low dollar 

demand 



Essential item 



Unpredictable demand 
Long lead time 
Difficult to procure 

Hew Newly introduced item with in- 

adequate demand history 



Navy Department Bureau of Supplies aid Accounts Manuel Volume II 
Supply Ashore. 
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Code 



-3U- 



c 



Fraction and Definition 

Carrying Charact eristics of the item make 

point it susceptible to designated 

stocking 



A Field Activj ty Item which continuous centralized 

Control item Inventoiy control is not 

exercised 



P Perishable 

X Special Program Item for special program 

Item requiring special handling 

L Local Stock Material not identified ty a 

standard Navy Stock Number or 
other standard number 

T Terminal Items for which eventual termi- 

nation has been established but 
for which existing stocks can 
be used 

This program was approved and implementation was begun in late 19$ 3 • 
Each inventory manager was required to study each item of his inventory and 
assign it to a proper fraction. The magnitude of this task was tremendous, 
but for the first time Navy material was grouped into meaningful analy^able 
segments. 

In addition to the fraction codes, another set of codes have also 
been implemented for management of inventory. They are known as Condition 
Codes. They are: 

B - Material in need of repair 

E - Material awaiting test on check 

While this program for item control was still under development, 
thinking in the Bureau of Supplies and Accounts was again directed to im- 
proving the financial management of inventories. Some work was done in 
Januaiy and February of 1953* On 1 $ Hay the 3ureau advised its field 
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activLties that revisions to the present Navy inventory financial reporting 

systen was contemplated and solicited comments with respect to changed 
2 

desired. There was a Committee appointed to make a review of Financial 

Reporting for Supply Management. Between May and August 1953, this 

Committee visited each Supply Demand Control Point , Bureau, several of the 

major Depots and large Supply Departments. They found a wide difference 

of opinion as to the value of the Class Cognizance Balance sheet and report 

as instigated by the Harter Board recommendations. 

3 

The survey^ showed little, if any, use was being made of the Class 

Cognizance Report by the majority of the activities contacted; for example, 

the Aviation Supply Office reported 5 

"The Class Cognizance Report now goes to the Systems Planning 
Division rather than Financial Control Division. It has been used 
fcy System Planning for forecasting storage requirements." 

The Bureau of Ordinance reported; 

"Bu ord does not use the current report to any great extent.” 

The Navy Ship Store office reported; 

"NSSO has used this renort very little." 

The other reports ran in the same tenor, except for five activities. 

The Bureau of Ships reported that; 

"The budget people use the Class Cog Report in support of budget 
estimates. However, they expressed the feeling they used the report 
because thqy had toy not because they wanted to.” 

^Bu S and A Notice UUOO S123 of 15 May 1953 Subject: Financial 

Reporting of Navy Inventory, Improvement of 

3 Bu S and A Memo I A.X, S123, L10/L8-6 from S123, FA. 2 to 00 of 11 
September Subject; Report of Review of Financial Reporting for Supply 
Management - (working papers) 
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The Ships Spare Part Control Center used the report for budget re- 
quirements and the General Stores Supply office, the Yard and Docks supply 
office and the Electronics Supply office used the report for internal 



management purposes. 

Thus it is seen that a report designed to supply inventory managers 
financial information for inventory control and budgeting was very un- 
successful. 

The Committee issued a Report on Review of Financial Reporting for 
Supply Management in September of 1953. 

The report was very extensive and recommended seven changes in the 
Class Cognizance Report. The changes recommended were as follows: 

1. Use of additional management codes vrith Inventory Clas3 Cognizance Symbols. 

2. Change in flow of financial information to Inventory Managers from Field. 

3. Analysis of issues to identify customer for each category of material. 

4. Review the captions on the Class Cognizance Report and come up with more 
meaningful captions. 

5 . Breakdown Intransit Inventories. 

£. That special minimum reporting procedures be used during conversion to 
Federal Stock Numbers. 

7. Study be made of Field activities with a view or internal reorganization 
of these activities to simplify report preparation and document flow. 

This report let to the appointment of a Committee for "Revision of 

he Class Cognizance Report. The Committee was appointed in October of 1953 

and was assigned as estimated task completion date of April 1953. The 

Committee was given the following aim: 



^Gp cit 11 Sept. Report Finding and Recommended changes to present 
financial Reporting System. 

Project Assignment Revision of the Class Cognizance Report Dated 
Dctober 1953 Bu S and A FA. 2 Financial Inventory Control Report Changes to 
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«"Eo revise the Glass Cognizance Report so that it gives to the 
SDCP’s and Bureaus the financial information considered essential to 
assist in the analysis and management of Inventories in store at 
field activities.” 

The Committee issued its first report^ on 19 January 195U and recom- 
mended that the report be 

1. Quarterly 

2. That dollars and cents be reported 

3. That three different management codes be added to the report. 

The management codes' rt^ferred to were Fraction and Condition Codes. 

The three recommended for use were the two condition codes to show if 

material was damaged or if it was awaiting test, check and 

and one fraction code that one being Field Activity Controlled items. 

Thus the Fractionation Program developed during 1952 for item control 

was also recommended for use in the new financial inventory Control Program. 

The report recommended not using the balance of the fraction codes 
but recommended future study be given to this idea. 

The Director of the Special Projects Division of the Bureau of 
Supolies and Accounts Accounting and Disbursing Office took exception to 
the elimination of any of the fraction codes in the recommended financial 
reporting program. He made the following endorsement to the reoort:? 



^Memo From Committee on Financial Cognizance Reporting to FA, S-l 
dated 19 January 195U Subject: Proposed Revisions to Financial 

Cognizance Report. 

'Memo From FA to 31 Serial 3195 Dated 20 January 195U 
Subject: Committee on Financial Cognizance Reporting, report dated 

19 January . 
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"I favor financial reporting by fractions. I believe it is an 
additional tool that the inventory manager can use to determine the 
validity of his fractionation program. If the basic fraction is 
sound the financial report will substantiate it. If the basic fraction 
was not sound the financial rooort will prove it." 

The report was approved on 2b February 19 ?b with the exception of 

the recommendation on limiting the use of fractions for reporting the 

financial inventory receipt and issue information. The Committee was 

instructed to make reporting by cognizance, fraction, condition code and 

Q 

class a part of the revised Report. 

The Committee issued its second remort on 12 March 195b. ^ This 
report contained the New Balance Sheet Captions and a new report name. 

They renamed the Class Cognizance Iioport the FINANCIAL INVESTOR/ COIITROL 
REI’ORT. After almost 10 years of effort, the nuestion asked by 
Adn. Bauernschnidt in 19bb when discussing the new Navy Integrated Supply 
System, "Where is the financial wheel of the plan", a report specifically 
designed to become the "financial wheel" had been designed. 

The renort was not yet a reality. The original target date for 
operation had been April 195b but the Committee did not make its recommen- 
dation until March 12, therefore, the original target date had to be revised. 
Tnis time the program did not falter and fall by the wayside, even though 
it did miss its target date considerably. A new target date of 1 January 
1955 was established. 

^Chronological File of Financial Inventoiy Control report, change 
to Entry dated 2i; February 195b. 

^ilorno from Committee on Financial Cognizance Reporting to FA, S.l 
Subject: Prooosed Revisions to Financial Cognizance Reoort dated 12 March 

195b. 
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Progress was far enough that on 12 Aoril 193U, the Bureau of 
Supplies and Account issued instructions to set up Financial Inventor/ 
Control Ledgers at all field activities. *- • 

This involved talcing the old Class Cognizance ledgers and breaking 
then dawn further and setting up a stock control ledger account for each 
fraction of each class for each Cognizant inventory manager and one 
ledger account for each condition and fraction by cognizance and class in 
the case of damaged, material. The material of six inventoiy managers was 
selected for breakdown in phase oie October 195U was selected as the com- 
pletion date for this phase. This was preliminary work that had to be 
accomplished and could be comoleted without knowing the exact detail 
information to be kept or the information to be drawn for the final report. 
When it is considered that almost two million items had to be classified 
at several hundred activities, the magnitude of the overall undertaking 
and the need for gradual phasing of the cutover period can be appreciated. 

Eiy 1 July 195>U a proposed Financial Inventory Control Ledger and 
Financial Inventoiy Report had been designed. These were approved by the 
Bureau of Supplies and Accounts 17 September 195U. The reoorts were sent 
to each Supoly Demand Control point for comment and suggestion prior to 
final adoption. 11 



■*-®Bu S and A instruction Uh.4O.l6 dated 12 April 195>U 
Subject: Financial Inventoiy Control Reporting. 

^'*-3u $ UL/1 A letter FA 2 11G/NP7 of 6 November 1933 
Subject: Proposed Changes in Financial Cognizance Reporting. 
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A polit instillation was started at USD Newport on 1 October 19$h and 
KRAO Boston was desirnated as the NR AO to conduct the polit audit and 
recapulation of the Financial Inventory Control Report. The coal for system- 

wide uso was revised and established as 1 July 1955.^ 

The Supply Demand Control Foints approved the Financial Inventory 

Control Reports with two exceptions. They recommended two additional cautions 
be included on the balance sheet. These two additions were amroved by the 
Bureau of Supplies and Accounts on lU January 1955.3-3 reporting for-mats 

and ledger sheets were sent to the printers on 3 March 1955. A notice to 
the field of the change will be published in April. The necessary changes 
to the Bureau of Supplies and Accounts Manual will be published in Kay 1955. 
All Navy activities will commence their records as of 1 July 1955 and the 
First Financial Inventory Control Remort will be submitted in October 1955. 

12Chronological File of Financial Inventory Control Report change to 
Entry dated 8 September 195u. 

1 3cp cit - Entry dated 2 February 1955* 



CHAPTER VI 



THE FINANCIAL INVENTOR! REPORT, INFORMATION DETAINED 
THEREIN, AND l/AAT IS LACKED 

Any evaluation of the sucoess of the Financial Inventory Control 
Report is, of course, premat uro. The first report will not be submitted 
until October 19$$i however, study of the Financi al Inventory Control 
Report (Figure l) indicates the following financial management information 
may be obtained from analysis of the report. 

The inventory manager will be able to analyze his inventory by 
fraction (type of material fast moving, insurance item, etc.) by class 
broad identification of material ( i . e . , Class 82 Airframe structual spare. 
Class 2k Duck Canvass and tentage, etc.) and by condition (ready for issue, 
damaged but repairable, awaiting test and check). He can see what type is 
increasing and what is decreasing and isolate areas in which concentrated 
effort should be exerted. Ke will be able to examine his receipts and 
issues to know if his new procurement is causing inventory build-up or 
if material returned to store is causing build-up. Expenditures can like- 
wise be analyzed to see where material is going. He can determine if it is 
being sold to customers, lost by survey or lost by material pillage. 

This Financial Inventory Control Report is not the answer to all 
ills. It has several known blind spots. Some blind spots exist because 
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the exact information required is not yet finally determined; others exist 
for which information requirements are known but expriments are still under- 
way in order to determine the best method of obtaining the desired i formation 

The recognized blind spots ares 

1. Breakdown by fraction Class Cognisance and Condition ofs 

a. On order material 

b. In transit material from suppliers to depots 

Notes Most Navy material is accepted ty source 
inspection at manufacturing plants and 
shipped on Navy bill of laden to stocking 
depot . 

c. In transit material in system (Transfers between 
supply officers. This sum is considerable, usually 
just under one billion dollars, and nothing is 
known except total money value.) 

d. Shop Stores Inventories (holding class 203) 

2. For what purpose is material actually used. 

Item One a is not under active consideration for solution at the 
present time. It is considered that the other items are of a more urgent 
nature. Its solution would be quite tricky, requiring matching of records 
of a great number of activities. Supply Managers handle most procurement 
in their own activities and can make stop-gap estimates from internal 
records, which will suffice until a detailed system can be worked out, if 
it is decided that one is needed. 

Item One b is a part of Item One a and will be solved in conjunction 
with Item One a if later considered necessary. Item One c, breakdown of 
material in transit betveen supply officers, is now well along the road to 
solution. Experiments are being conducted. The first report is due as of 
31 March 1955. These experiments apply only to Naval Stock Account material. 



If successful, and the Bureau of Supplies and Accounts thinks they will be, 
they can be extended to Appropriation Purchases Account and other Stores 
accounts. A breakdown of in transit material will not be in the report for 
1 October 1 95b'. 

The other area of item one; that of inventory in Class 203, which 
| is the shoo stores holding class for all material regardless of fraction, 
class (type of material); has still to be broken down so it can be related 
to its fraction and class. Ficperincnts are now under way at several stations 
and it is anticipated by Fiscal division of bhe Bureau of Supplies and 
Accounts that the 203 holding account for shop stores material will be 
eliminated in a short time. Material will still be carried physically in 
shop stores but will be financially identified with its class fraction and 
condition until charged to final expenditure . This system is already in 
effect at a number of activities. 

Item two, for what puroose is material used, is one of the most 
troublesome areas. The point here being, just what information is desired. 
Should the expenditures be broken down to show, for example, active fleet 
support, reserve fleet support, continual shore station support, overseas 
shore station support, or are these good categories or should the information 
be much more detailed. The supply demand control points and the Bureau ’-rill 
continue to work on the problem. As soon as they decide; what are meaningful 
expenditure captions; expenditures with and without appropriation charges 
will be broken down to reflect this information. 

Financial inventory control progress in the Navy has been slow. Hie 
magnitude of any change in a system so far-flung and with so many items as 
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ls in the Navy supply system is great. Responsible personnel must assure 
themselves of a changes desirability and workability before its adoption. 

If the experiments of 195*1 and early 195*2 had been adopted they would,' 
in the opinion of most responsible persons in the Stores and Plant Account- 
ing Division of the Bureau of Supplies and Accounts, have caused chaos. 

They were too detailed and would have fallen of their own magniture. The 
volume of the flow of paper would have defeated their purpose. 

These experiments did, however, serve a valuable and useful pur- 
pose. They planted the seeds and ideas of need for more meaningful Financial 
Inventory Control information. From these seeds the Navy Financial Inventory 
Control Report and its Supporting Financial Inventoiy Control Ledgers have 
grovm. 

The °fiscal wheel" which Adm. Bauernschmidtl haifound missing in the 
Navy Integrated Supply System Plan of 19Ui has been added. How well it will 
carry its load and what redesign it will require only time can tell. 
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